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Research Update:

SCANA Corp. And Subsidiaries Downgraded To
'BBB-' After Court Rejects Company's Request;
CreditWatch Negative Maintained

Overview

e On Aug. 6, 2018, a federal judge denied South Carolina Electric & Gas Co.'
S (SCE&G) request for a prelimnary injunction to halt an experinenta
rate reduction tied to cost recovery of the construction costs of the
cancel l ed V. C. Sunmmrer nucl ear generation units 2 and 3 project. SCE&G i s
a subsidiary of SCANA Corp.

* Following a South Carolina General Assenbly law requiring the 15%
experimental rate reduction, the South Carolina Public Service Comm ssion
(PSC) lowered SCE&G s nonthly rates roughly $31 nillion related to the
cancel | ed construction project.

e The rate reduction is tenporary until the PSC rul es on SCE&G s per manent
rate recovery of the abandoned project.

« After this rate reduction, we expect weaker financial neasures and
therefore we are lowering our ratings, including our issuer credit
ratings to 'BBB-' from'BBB', on SCANA and its subsidiaries SCE&G and
Public Service Co. of North Carolina Inc. (PSNC).

« W are revising our conparable ratings analysis nodifiers on SCANA and
SCE&G to negative fromneutral to reflect less credit supportive
financial netrics after the 15% rate reduction.

* W are maintaining the ratings on CreditWatch with negative inplications
due to uncertainty regarding the PSC s final decision about rate recovery
of the V.C. Summer nucl ear construction project expected around year-end
2018.

Rating Action

On Aug. 9, 2018, S&P dobal Ratings lowered its ratings, including the issuer
credit ratings, on SCANA Corp. and its subsidiaries, South Carolina Electric &
Gas Co. (SCE&G and Public Service Co. of North Carolina Inc. (PSNC), by one
notch to 'BBB-' from'BBB' . The ratings remain on CreditWatch, where they were
pl aced with negative inplications on Sept. 29, 2017. We lowered the short-term
rati ngs on SCANA, SCE&G PSNC, and South Carolina Fuel Co. to 'A-3 from'A 2
and mai ntai ned them on CreditWtch negati ve.
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Research Update: SCANA Corp. And Subsidiaries Downgraded To 'BBB-' After Court Rejects Company's Request;
CreditWatch Negative Maintained

Rationale

The rating actions follow the Aug. 6, 2018, federal court denial of SCE&G s
request for a prelimnary injunction to halt a tenporary 15%rate reduction
tied to V.C. Summer cost recovery. On June 28, 2018, the South Carolina
CGeneral Assenbly passed a law requiring the PSC to order SCE&G to | ower
electric rates associated with the cancelled V.C Summer nucl ear construction
project by 15% equivalent to a roughly $31 million per nonth rate reduction
at the utility. The bill retroactively reduces rates fromApril 1, 2018, unti
the PSC issues a ruling regarding final cost recovery regardi ng the cancell ed
construction of the nuclear units.

The downgrade on SCANA and its subsidiaries reflects our expectation of
reduced consolidated credit netrics over the next two years, even after

i ncorporating the conpany's announced cut to its dividend paynents. W assess
SCANA' s financial measures using nore relaxed financial benchmarks relative to
typi cal corporate issuers, reflecting the conpany's nostly utility operations.
For 2018, our base-case scenario assunmes a $279 nillion rate reduction and
$750 million of capital spending. W anticipate a weakening of the
consol i dated conpany's credit neasures with adjusted funds from operations
(FFO to debt of about 16%in 2018, with a further decline in 2019 to about
12%if the tenporary 15%reduction is made permanent. W have thus revised our
conparabl e ratings anal ysis nodifier on the consolidated conpany to negative
fromneutral to reflect credit metrics at the ower end of the significant
financial risk profile category.

CreditWatch

The CreditWatch with negative inplications on SCANA and its subsidiaries
reflects our view of ongoing uncertainty regarding cost recovery of the
abandoned V. C. Summrer nucl ear construction project. W could | ower ratings
again if credit metrics weaken further beyond those in our base-case scenario,
whi ch assunes the tenmporary rate cut is nmade pernmanent. This could occur

foll owi ng the pending Sunmer abandonnment proceeding if the PSC orders a
permanent rate reduction or rate credits that lead to increnentally weaker
financial nmeasures than those resulting fromthe tenporary 15%rate cut.
Conversely, we could affirmratings if the PSC does not require further rate
credits or rate reductions beyond the 15% rate reduction already assumed in
our base-case scenario.

Ratings Score Snapshot

| ssuer Credit Rating: BBB-/Watch Neg/A-3

Busi ness risk: Strong
e Country risk: Very |ow
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Research Update: SCANA Corp. And Subsidiaries Downgraded To 'BBB-' After Court Rejects Company's Request;
CreditWatch Negative Maintained

e Industry risk: Very | ow

 Conpetitive position: Satisfactory

Fi nanci al risk: Significant
* Cash flow Leverage: Significant

Anchor: bbb

Modi fiers

« Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

 Financial policy: Neutral (no inpact)

e Liquidity: Adequate (no inpact)

 Managenent and governance: Fair (no inpact)
 Conparable rating anal ysis: Negative (-1 notch)

e Stand-alone credit profile: bbb-

e GGoup credit profile: bbb-

Issue Ratings--Subordination Risk Analysis

Capital structure
SCANA' s capital structure consists of about $1.2 billion of unsecured debt
i ssued by SCANA and $5.8 billion of debt issued by its subsidiaries.

Analytical conclusions

* W rate SCANA's unsecured debt one notch bel ow the issuer credit rating
because it ranks behind a significant anount of debt issued by
subsi di ari es.

e The junior subordinated debt at SCANA is rated two notches bel ow t he
i ssuer credit rating to reflect subordinati on and deferability.

840 G 8bed - 3-202-210Z - OSdOS - Wd §2:Z) Gz Jequaidag 810z - ONISSIO0Hd HO4 d31d30IV

* Secured debt at SCE&G benefits froma first-priority lien on
substantially all of the utility's real property owned or subsequently
acquired. Collateral provides coverage of nore than 1.5x, supporting a
recovery rating of '1+ and an issue rating two notches above the issuer
credit rating.

* Regardi ng unsecured debt at the utility subsidiaries, we rate this debt
the sane as the issuer credit rating because it is the debt of a
qualified investnment-grade utility.

e Preferred stock at SCE&G is two notches below the issuer credit rating to
refl ect subordination and deferability.
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Ratings List

Downgr aded; CreditWtch Action

To From
SCANA Cor p.
South Carolina Electric & Gas Co.
Public Service Co. of North Carolina Inc.
| ssuer Credit Rating BBB-/ Wat ch Neg/ A-3 BBB/ Wat ch Neg/ A-2
Sout h Carolina Fuel Co.
| ssuer Credit Rating --/Watch Neg/ A-3 --/Watch Neg/ A-2
SCANA Cor p.
Seni or Unsecured BB+/ WAt ch Neg BBB- / Wat ch Neg
Juni or Subordi nat ed BB/ Vat ch Neg BB+/ WAt ch Neg
Commer ci al Paper A- 3/ Wat ch Neg A- 2/ Wt ch Neg
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Public Service Co. of North Carolina Inc.
Seni or Unsecured BBB- / Wat ch Neg BBB/ V\at ch Neg
Commer ci al Paper A- 3/ Wat ch Neg A- 2/ Wt ch Neg

South Carolina Electric & Gas Co.

Seni or Secured BBB+/ Wt ch Neg A-/ Wat ch Neg
Recovery Rati ng 1+ 1+

Preferred Stock BB/ at ch Neg BB+/ WAt ch Neg

Conmrer ci al Paper A- 3/ Wt ch Neg A- 2/ Wat ch Neg

Sout h Carolina Fuel Co.
Conmrer ci al Paper A- 3/ Wat ch Neg A- 2/ Wt ch Neg

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further
infornmation. Conplete ratings information is available to subscribers of

Rati ngsDirect at www. capitalig.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col umm.
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